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SUBJECT: 
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1 

Mre James MacPherson, Petroleum Consultant to the Saudi Arabian Government, 

has given the Embassy a copy of two key documents concerning the income tax issue 4 
between Aramco and the Saudi Arabian Government. The first document is a letter <= 
dated March |, 1956 from the Minister of Finance and National Economy to Mre Fe Aw & 
Davies, Aramco's Chairman of the Board, and details the Saudi position on the - 
issue. The second document is a letter dated June 25, 1956 from Mre Garry Owen, ® 
Aramco's Jidda Representative for Concessionary Affairs. The letter was approved = 

and accepted by the Minister of Finance and constitutes an agreement by the two 4 

parties as to the method of settling the dispute. The document has two attach~ 3 
ments: (1) a report entitled, "Determination of Price Basis for Aramco Sales of o 
Unstabilized Crude to Bapco" and (2). a report entitled, "Report on Determination e 
of a Proper Price Allowance for Unstabilized Crude Oil Sold to Offtakers During = 
the Period from October 6, 1953 through December 31, 1955." Copies of both letters 
are attached as enclosures 1 and 2. 


In furnishing these documents to the Embassy, Mr. MacPherson requested that 


G2 
his name as a source be protectede He particularly asked that these documents O 
not be shown Aramco or that Aramco be told that the United States Government 
possesses theme 


The reporting officer will not attempt to analyze this highly technical and a 
complicated problem. The issue as described in these documents is briefly that i) 
the Government questions Aramco's methods of computing its profit for income tax 
purposes and contends "that there are credits that have not reached or been 
credited to Aramco on which the Government has not received its taxes under the 
Income Tax Decree." The period in question began on October 6, 1953 and will end 
when a degipion.is: rendered on the issue. The Government specifically questions + 
(1) the validity of a 2% marketing charge by’ Aramco's owmers, (2) volume discounts, © 
(3) the fixed charge of $.05 per barrel différeitial between stabilized and un- ; 
stabilized crudes and ()) the refinery fee for products of the Ras Tanura Refinery. ‘si 


ee 
fs a solution, the Government and Aramco agr; ed inst June; “4 ring. talks in try 
Jidda, to accept the results of an audit's? the Ae costs inv wea is the four 
operations at issue. According to Mr. Garry Own of Aramco, the auditors of t 
four parent companies have finished their individual reports ch will be forw 
to Arameo's auditors, Hasiins and Sells. The latter will then e a consolidated 
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eport for submission to the Government. Mr. Owen thought that the results of j 
e individual audits had also been submitted to the Government. 


Cc : The confidence of the Directorate General of Mining and Petroleum 
Affairs amco's good faith was considerably shaken last spring by this dispute. 
The Directorate considered that Aramco was using its four parwnt companies to hide 
profits which should have been taxable in Saudi Arabia and thus accrue to Government 
incemee Aramco's reasonable approach to the problem in its meetings with the 
Government last June (Embassy despatch/227, June 30, 1956) and particularly its 
agreement to submit to an audit restofed confidence and in general improved rela~ 
tions between the two sidese: 


For the Charge d'Affaires, ae ie? 


7500?” gR 
A Shae! AN - . : 
an : 
/ a Robert Be Hought 
L: ff Second Secretary of Embassy 


Enclosures: 
1) Letter dated March i 1956 
from the Saudi" Minister of Finance 
and National Economy 
2) Letter dated June , 1956 from 
Mr. Garry Owen of Aramco 
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Reference No. 2627/8/21 
Mre Fe Ae Davies, 
Chairman of Board of Directors, 
Arabian American 0il Company, 


Dhahran, 
Saudi Arabia. 
Dear Mr. Davies: 


This refers to Mr. Owen's letter RS-986, dated January 21, 1956 to me, 
answering my letter ee sent to you on November 16, 1955. In my letter 
1365/8/21 of November 1955 I informed you, the Government had not changed 
its thinking or policies *outiined in letters 28),/8/21 and 383/8/21, and the 
Government once again gave you the benefit of its ideas and rulings governing 
its Income Tax Deeree fo. 17/2/28/763) Rabi I 1370, so you can compute and 
pay your Income. Tax from October 6, 1953 in accordance with these rulings. 
In my absence from Sandi drabia, the Director.of Petroleum and Mineral Affairs 
answered in part Mr. Owen's letter RS-986 to me, and he stated no new view had 
been presented, and asked-you te conferm to the Government's ruling on the 
application of its rights under the said Income Tax Decree, to which I fully 
subscribe. ‘ y 


Your letter RS8-986 turns down or takes issue with every ruling made by 
the Government, and you again bring up your desire that the Government sign a 
document giving Aramco assurances that no further taxes, levies ‘or other 
imposts would be levied against Aramco - its stockholders or buyers. 


You state, Aramco has paid taxes on all net income it has realized and that 


"the Government is apparently questioning the amount of income which Aramco 
should receive." We are glad that you have arrived at this conlusion. 


Actually you miss the whole point umder this Income Tax issue. The Govern- 
ment is not questioning whether or not it has received taxes on the net income 
shown on Aramco's boeks. The issue is, and it is the Governnent's contention, 
that there are credits that have not reached or been credited to-Aramco on 
which the Government has not received its taxes unier the Income Tax Decree. 


Will you kindly refer to your letter No. J-10)7, dated “9 ee lk, 1955, 
wherein you submitted to the Government data from the Haskins & Sellis 195), 
Audit Report. On page 1, Schedule , (copy attached) is shown the following: 


"Prices for crude oi] from January 1 through December 31, 1954 were 
per barrel of stabilised crude oil and $1.59 per barrel of 
unstabilised crude oil.” 


| The Covenmend wishes assurance under its Incom Tax Decree on the | 
fo. : 


Llowing 3 


_of Page_____2._of 








Desp. No CONFIDENTIAL Encl. No.__] 
Pee _________. (Classification) Ss No. 180 _. 
m___ JTDDA 


1. On Crude Oil sales the Government wants an accounting and 
verification for Income Tax purposes as to where the difference 
is between the crude oil prices received by Aramco and the full 
Ras Tamra posted price of both stabilized and unstabilized 
crude oil. 


2. On Refined Products the Government wants an accounting and 
verification for Incane Tax purposes that it is getting full 
returns on refined products manufactured, sold, or shipped from 
Ras Tanura after the Refinery is charged with its crude and 
operating expenses and credited with the market value of the 
refined products manufactured. The Government wants verifica- 
tion that the profits from Ras Tanura Refinery operations are 
credited to Aramco: for Income Tax purposes. 


Your statement on Refinery Fee is rather hard for the Government to compre= 
hend.e We are well aware from Aramco's point: of view that the Refinery operates 
on what is - in effect - a processing basis. That is not what the Government 
is objecting to particularly, but the fact that the Government is not getting 
its full realization for Income Tax purposes as outlined above. Your statements 
on the Refinery being built because there were no income taxes, and it was only 
because of this that the money was put up for the Refinery, and on the further 
basis that the Refinery would always continue on a fee basis, is hard to conceive. 
The Refinery, we thought, was built because under the concession (Article 19) 
one had to be built to manufacture theGovernment's needs of sufficient gasoline 
and kerosene to meet the ordinary requirements of the Government. We also thought 
Ras Tanura Refinery was considered vital to the war economy at that time. 
Furthermore, the Texas Co. and Socal, when considering a refinery on Behrain 
Island, must have thought it was a good investment or they would not have originally 

- built it and enlarged it several times since, as has been done at Ras Tanura. 
Was Bahrain Refinery built on the same iaiptiouete. and logic you apply to the 
building of Ras as 


There has been some discussion on pricing refined products at Ras Tanura, 
and it may help you to read and analyse how Caltex feels on this subject. For 
this reason we enclose copy of a letter, dated April 1, 195), from Societe 
Egyptienne Des Petroles and countersigned by the Managing Director of Caltex - 
Ae.Brancart, which discusses points at issue on a dispute between Caltex and 
the Egyptian Governnent. 


In this letter it is indicated Caltex feels refined products would be priced 
at the lowest recognised world quotations plus actual freight and duties 
applicable thereto. This same letter states: “Caltex would never have exercised 
their procesaing option and would have continued obté&ining their industrial 
profit by refining the products necessary for their requirements in Egypt ab’ their 
own Refinary at Ras Tanurae". Apparently Caltex were able to evolve a price 
forma for refined products which Aramco either finds difficult or does not wish 


to do for their ow reasons. Furthermore, the Government feels any refinery 
| profit should go to Aramco and not to the owners. 


ne a CONFIDENTIAL Encl. No.___h 
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What is hard for the Government to understand is why Aramco are so | 


strenuously objecting to rumning the Ras Tanura Refinery om what is considered 
a normal operating basis throughout the world. 


You have painted a discouraging picture for the future of Persian Gulf 
Refineries. We are informed that the Kuwait Oil Company are enlarging their 
present refinery to handle 190,000 barrels per day, which would seem to 
contradict your assertion so far as Kuwait O11 Coe is concerned. 


Summarizing the question of how the accounting of Ras Tanura Refinery from 
an Income Tax angle should be handled, the Government has made itself clear in 
its several letters to you, and feels the accounting should be handled as 
outlined by the Government rether than under the processing arrangement you 
have been and are now following. 


StabilLis es: 


The Government wishes the verification of your outside Awlitors, Haskins 
& Sells, on the actual charges rather than Avemco's desire of a fixed charge of 
5¢ per barrel differential between stabilized and-unstabilized crudes. ‘There 
should be no issue on this. If Aramco accountants can arrive at a figure that 
they state is correct, then there should be no reason we know of - if the figures 
are correct - that your outside auditors, Haskins & Sells, will not arrive at 
the same conclusion. 


Marketing Charges: 


The Government does not recognize the validity of a 2% marketing charge 
by Aramco's owners and wishes verification by Haskins & Sells that the charge 
is a legitimate one. 


we fail to see where there is the slightest justification for it 
either under the Concession Agreement, the Income Tax Decree or your letter 
RS=771, dated February 13, 1952, from F. We Ohliger to Shaikh Abdulla Sulaiman, 
stating Aramco agreed to the Income Tax Decree, If, however, your outside 
auditors, Haskins & Sells, will verify the accuracy and correctness of this 
charge as rightfully being one that Aramco should bear under the Income Tax Law, 
then the Government will accept the charge. What could be fairer than this?. 


As Minister in charge of Finance and National Economy in the Saudi Arab 
Government I would be reaiss in my duty to my Government if I could not support 
a deduction of nearly four cents a barrel on crude shipments from Saudi Arabia 
by Aranco's owners, unless I had independent stapes call verification on shipments 
that may well reach one million barrels a day. 


Letter RS=-922: 


The Government's position has been made quite clear to you in its several 
letters and on more-than one occasion. You state that you have apparently 
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| failed to make clear to the Government the reasons prompting your request for | 
seeking assurence that no further taxes - levies or other imposts would be 
levied against Aramco ~- its stockholders or buyers. You stated your regkons 
clearly, and we umerstood exactly what you want, but the Goverment is not 
signing any letters or documents binding them on taxation for the next fifty 
years, We suggest you re-read our letters 28)/8/21, 383/8/21, and 1365/8/21 
which clearly state the Goverriment's position and ruling. 





vrevvvv 


How your owners or offtakers handle their marketing and whether through a 
"Trading Company" which you state has many advantages over your present system 
of operation, the Goverment is not overly concerned with. 


. Mre R. I. Brougham discussed this subject recently in Dhahran with Shaikh 
Abdulla Tariki. 


We wish to help you in all ways possible to facilitate your operations, 
and Mr. Brougham indicated he would send us your written views and we shall be 
giad to review them when received. 


The Government's concern will rest on the fact, as Shaikh Abdulla told 
you, that Aramco is-receiving and accounting for its full posted price or market 
value of products shipped from Ras Tanura Refinery for Income Tax purposes. 


vevvVveVEYV 


You are now in the process of having the Company's outside auditors, Haskins 
& Sells, undertake its annual audit report for the ‘year 1955- 


The Government requests that make available to Haskins 
letter and also our letters 281,/8/21 - 363/8/21 - 1365/8/21. 


The reason for this request is the Government wishes the Company's independent 
Auditors to be aware of the Government's claim from October 6, 1953, to date, 
and the letters will give them the Government's viewoint for. such claims. 


& Sells this 


In addition, the Government wishes the Profit. and less Account of Aramco to 
be reviewed and revised from Uctober 6, 1953 to December 31, 1955, showing a 
breakdown by years and the effect in the reported profits of any difference by 
applying the Governmerit's rulings on the subjects listed above. The reason for 
this is, we wish the Government's claim to be a matter of record and so your 
outside Auditers, Aramco, and the Government are fully aware of the Government's 
claim and the amount involved, 





In the closing of your letter you state you would be glad to = further 
your position on these problems at meetings to commence on January 28, 1956. You 
state, a full and thorough analysis of these points cannot be made by letter. 

We disagree with you. You have made your points clearly and well from your | 
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| point of view but, unfortunately, the Government does not agree with you. 
The Government has ‘endeavored te. outline clearly and plainly its rulings 
and policy in its several letters to you, mentioned above, and we see no 
need for meetings to be held on this subject. What the Government wishes to 
know is - in writing, whether or not you are going to conform to its rulings 
on the application of the Income Tax Decree Nos 17/2/28/763 as we feel the 
time for finalising discussion and letters on this subject has arrived, and 
we shall leok forward with interest to your final reply to this letter, 
indicating whether or not you wish to comply with the Government's request 
132 an accounting and payment under the Income Tax Decree from October 6, 
19536 . 


In conclusion, the Govermment feels it has been explicit and clear in its 
statements and policy on the application of its Ineome Tax Decree. The Govern- 
ment again repeats, it wants nothing beyond its 50% of Aramoo's net income before 
foreign taxes. The Government is anxious and willing to help-all possible to 
see that Aramco not only maintains its present position in world markets but 
to expand them. The Government welcomes and will do all it possibly can to 
counsel and improve relations between you and the Government at every level. 


On overall relations on Petroleum subjects and issues the Government 
wishes them presented to them currently and will ad its best to quickly and 
expeditiously settle them as speedily as possible. The Government feels that 
when the Income Tax Decree was promulgated Aramco did not fully explain the 
matty phases which have been the source of misundergtanding, such as their method 
of operating. and accounting for the Ras Tanura Refinery - stabilisation charges - 
marketing charges ~- discounts and so forth brought out in this and previous 
letters on Income Tax. In any case, this Income Tax issue must be resolved 
and it is sincerely hoped that the Government will not*have to take the only 
recourse left to us under its Income Tax Decrees and Concession Agreement. 


With kind regards, 
Sincerely, 


/s/ Muhammad Surur As-Sabban 
Minister of Finance & National Economy 


Encl. a/s 


[_ _ 
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| 25 June 1956 


RS=1012 


His Excellency 
Shaikh Muhammed Surur al-Sabban 


.Minister of Finance and National Economy 


Jiddah, Saudi Arabia. 
Your Excellency: 


As a result of recent informal discussions with representatives of the 
Govermment for the purpose of solving, for the past, the matters raised by 
the Government in its letter of March 1956, and the previous letters 
referred to therein, the Company proposes that the Government agree with the 
Company upon the follewing basis for the Company's past billing practices 
and the resulting income tax liabilities for periods from 6 October 1953 
covered by income tax returns already filed: 


1) Marketing Allowance: To eliminate the fixed marketing allowance 
fe) o 


Aramco will adjust its sales accounts in accordance with 
actual audited marketing expenses incurred in the lifting of 
crude and products for export. 


2) Volume Discounts: To eliminate the volume discounts. 


We ‘understand the Government does not intend to change its 
position on volume discounts on crude oil sales for the period 
from 6 October 1953 to the present. 


The ‘Company feels that it is going a long way in agreeing 
with the Government on this point. The Company will arrange to 
have audited records of crude sales presented for review by the 
Government to demonstrate that income from crude sales was less 
than published prices in a few instances. The Company has faith 
in the Government's fairness and, therefore, would appreciate a 
further review by-the Government in the hope that if the Govern- 
ment ascertains that the Company's statements are correct, then 
the Government may consider an adjustment in crude prices for the 
period under review. 


3) 





Aramco will adopt a stabilization formila satisfactory to the 
Government on the basis of any one of the four proposals shown in 


| the schedule attached, or any other formula which may be developed | 


mutually’ satisfactory to both the Government and Aramco. 


PI steel 
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| 4) Ras Tanura ery? To eliminate refinery fees. | 


“Aramco will cork billings so as to receive the values 
of the refined products. 





We accept, for purposes of this settlement, the Government's 
suggestion that the values be considered be have been: 


a) The low of Platt's U. S. Gulf, unless sub-paragraphs 
(b) or (ec) apply; 


b) The prices quoted individually for export from Ras 
Tamura and available to buyers generally, if any, 
and unless sub-paragraph (c) applies; 


c) Those values which, upon consideration of all factors 
including freight, can be justified by evidence presented 


to independent auditors mutually acceptable to the Govern- 
ment and the Company. 






5) Pro Omplementation: It is understood that the Government 
‘ mpany will agree upon the nature of the expense items to be 

taeen FERS account under (1) above » the evidence and justifications 
which will be accepted under (1) above, the general accounting 
and auditing procedures neces to Lement the mathematical 
determinations required under (1) and () above. If the parties fail 
to so agree, it is understood that the proposal contained in this 
letter will not be binding on either the Government or the Company. 





Amended tax returns will be filed within 90 days or within 


60 days after agreement is reached under (3) and (5) above, whichever 
is later... 


This proposal applies to the Company's billing ipractices in the past 
periods referred to, and does not apply to any later periods. Moreover, it | 
shall not prejudice the positions of either party in the event settlenent is 
not made in accordance herewith. 


With kindest regards, 
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ARAMCO SALES OFUUNSTABILIZED CRUDE TO BAPCO 


PREFERRED METHOD: 


Ae Determining the amount of the savings per barrel to Aramco in 
pumping unstabilized crude oil from Abgaiq to Bahrain (assuming Aramco 
pays all pumping costs for delivery to Bahrain), as compared to staébblizing 
crude oil, pumping the stabilized component from Abgqaiq to Ras Tanura and 
loading aboard ship; 


Be Deducting one-half of the amount of these savings from the full Ras 
Tanura published price for stabilized crude oil of the same gravity as 
the stabilized component in the unstabilized crude oil sold to Bapco; and 


Ce Applying this price to the number of barrels of stabilized component 
reveived by Bapco, using an annual weighted average basis to determine the 
applicable gravity of both the unstabilized crude and the stabilized 
component thereine 


By this approach, the buyer is charged only for the volume of the crude 
oil component, and not for the waste gases, at the gravity remaining after 
the waste gases are disposed of and the savings to the seller are shared equally 
between buyer and seller. It is normal practice, where the buyer creates 
savings for the seller because of his acceptance of an unfinished comaodity, 
for the buyer to participate in these savings. This principle is the salient 
feature of this approach. Its application results in a recognition of equal 
rights of both buyer and seller, and consequently in a fair and equitable price. 


Computed on the basis of costs audited by Messrs. Haskins and Sells, in 
the report attached hereto, and factors for losses of gravity and volume 
computed by the MW, Kellegg Company, this approach results in average equivalbnt 
values for actual deliveries of unsbabilized crude oil to Bapco as follows: 


1955 - $ 1.8587 

195), -- $ 1.862) 

6 Octe 1953 -- $ 1.8828 
31 Dec. 1953 


If this price basis is accepted, billings for the 2¢ pumping charge to 
Bapco will be reversed, since Aramco's full pipeline costs are included in the 
determination of price, and, in addition, we will be willing to eliminate any 
consideration of the marketing expense incurred in comection with the un- 
stabilizedcrude sold t’o Bapco. 


[_ _ 
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ALTERNATIVE METHODS: 


The following alternative methods have been used or suggested as having 
perhaps some appeal to the Government. Aramco has carefully reviewed these 
methods and finds some flaws in each which make them undesirable. It feels 
that the method proposed above is fair and reasonable, equitable to all 
parties concerned and fully meets the expressed desire of the Government in 
regard to the elimination of "arbitrary" differentials and to the use of 
a method which, if agreed upon by the Government and the Company, can produce 
results certifiable by Aramco's auditers. However, in spite of this, if 
the Government strongly prefers one of the following methods, the Comfany, 
in a spirit. of compromise, wuld agree to apply it for the income tax period 
under consideration on the clear understanding that the Company considers 
it faulty and unsatisfactoy for future application. 


Alternative Method No. 1 = Past billings to Bapco exactly 
as they now stand on Aramco's books, namely: 


a) Posted price of stabilized crude F.0.8, Ras Tanura 
applied arbitrarily to unstabilized crude delivered 
to Bapco for the same gravities, each run ticket 
silent separately. 


b) Subtraction of $.05/bb1. from (a). 
c) Subtraction of 2% from result of (b). 


d) Addition of a fixed $.02 pipeline charge to be paid 
by Bapco. 


The. actual billings to “ae plus the 2¢ pipeline gharge 
were as follows: 7 


1955 - 1.8821 per barrel unstabilized crude 
1954 - 16879) " ? 
6 Octe 1953 ‘e 
31 Dec. 
‘ns 1288 17 " " Ci i" 


shod Noe 2- This method would be to apply the 
astat d crude at Ras Tanura refinery, resulting 

a the Haskins and Sells report mentioned above, arbitrarily 

to deliveries to Bahrain without giving any consideration to 

differences in location or relative transportation and delivery 

costs. The past pipeline charges to Bahrain would, of course, 

be reversed in applying this method. Moreover, our willingness 

to accept this method for the past is also contingent on allowance 





| of the expenses incurred in moving and marketing this unstabilized | 


crude in the form of products. 
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The price, and therefore total cost to Bapco, resulting from 
application of this method, would be as follows: 





1955 = 1.8760 Wit. - per barrel unstabilized crude 
195 - 1.8862 #48 - per barrel unstabilized crude 
6 Octe 195, ; 

31 Dec. 1953 


- 1.8928 *: : - per barrel unstabilized crude 


Alternative Method No. 3 - This method is the same as that proposed 
> or two differences. 


1) It gives no consideration to the fact that the buyer in 
purchasing 100 barrels of unstabilized crude received only 
98.5 barrels of equivalent stabilised crude of a lower 
gravity which can be converted into useable or saleable 
produets. It therefore ignores the principal basis used 
by Haskins and Sells to determine a "Proper Price 
Allowance for Unstabilized Crude." 


2) It applies the entire savings to Aramco in eliminating the 
_ stabilization cost and in reduced Aramco pipeline and delivery 

costs, through sale of unstabilized crude to Bapco by the 
Arab pipeline, to reduction of price to Bapco. 
The Companies! recommended method, on the other hand, is 
based on an equal sharing of these savings between Aramco 
and Bapeo (resulting in.a higher price) as representing a 
more equitable pricing basis. 


The price, and therefore the total cost to Bapco, resulting 
from application of Method No. 3, would be as follows: 


1955 = 1.873 per barrel unstabilized crude 
195, = 16865), per barrel unstabilized crude 
6 Oct. 1953 
31 Dece 3 

- 1.8736 per barrel unstabilized crude 


SUMMARY OF RESULTS OF METHODS: 











hecommended mod Ne = .. nethod Ne 
1955 $ 1.8387 1.8821 1.8760 # 1.873 
195 $ 1.861) 1.879) 1.8862 #. > 1.865), 
6 Octe 1953/ 
31 Dec.1953 $ 1.8628 1.8817 1.8928 #. = 128736 
Total billings | 
(in $1000) 272,616 275,638 275,888 # 272,366 


eo aay GD aD US ots GE Ey OS AD SD SD 


its == Audited marketing expenses are to be deducted from these figures 
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REPORT ON DETERMINATION OF A PROPER 
PRICE ALLOWANCE FOR UNSTABILIZED CRUDE 
OIL SOLD TO OFFTAKERS DURING THEPERIOD 
FROM OCTOBER 6, 1953 through DECEMBER 
31, 1955. 


67 Broad Street 
New York , New York 


May 31, 1956 — 


Arabian American Oil Company, 
Dhahran, Saudi Arabia. 


e 


As suggested by the Saudi Arab Government, you have requested that we 
make an independent determination of a proper price allowance for unstabilized 
crude am to Offtakers during the esis from | October 6, 1953 through December 
31, 1955. 


Dear Sirs: 


Unstabilized crude oil-sold to Offtakers during that period was delivered 
to your refinery at Ras Tanura and to the refinery of The Bahrain Petroleum 
Company, Ltd. (Bapco). The unstabilized crude oil delivered to your refinery 
was used to manufacture refined products, and the Offtakers were billed for 
the unstabilized crude equivalent of the refined products lifted. 


The remaining portion of the crude oil produced during the period under 
consideration was processed in Aramco's stabilization plants prior to delivery 
to the Offtakers. Because of the hydrogen sulphide and volatile hydrocarbon 
gases in the crude oil produced, it is our understanding that unstabilized 
‘crude oil is not suitable for shipment in tankers. 


. Throughout the period from October 6, 1953 through December 31, 1955, the 
base selling prices for unstabilized crude oil have been five cénts per barrel 
less than Ras Tanura posted prices for stabilized crude oil of the same gravity 
as the unstabilized crude involved. It is our understanding that the Ras ‘ 
Tanura posted prices applicable to stabilized crude oil represent prices at 
which any buyer. could purchase stabilized crude oil from Aramco's Offtakers. 

We also understand that there are no published prices which are ee to 
unstabilized Arabian crude oil. - 


In considering an appropriate method to be used in determining a proper 
price allowance, we have given careful consideration to stabilizing operating 
costs and to stabilization process losses. Since the deterfiination of volume 
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and gravity losses which occur in the stabilization process requires the expert 
judgment of persons having scientific and technical training and experience in 
matters relating to the processing of crude oil which certified public 
accountants generally do not Deneenes we engaged a competent independent 
engineering firm, M. W. Kellogg © ompany, to assist us with that phase of our 
determination. 


We have concluded that the determination of a reasonable price allowance 
may be based on the assumption that Aramco's base selling prices for unstabilized 
crude: oil should represent prices which, after giving consideration to 
stabilization costs and losses, would be equivalent to Ras Tanura posted prices 
which presumably would have been realized if the unstabilized crude actually 
sold had been stabilized and.sold as stabilized crude oil during the period 
under consideration. Accordingly, we > have made a series of computations to 
determine the following: 


1. The stabilized crude equivalent (barrels) of actual deliveries 
of unstabilized crude oil. 


2. The aggregate value, and average amount per barrel, of such 
stabilized crude: equivalent valued at full Ras Tanura posted prices. 
In determining this value, the stabilized crude equivalent barrels of 
the particular gravities which would have been available for sale upon 
completion of the stabilization process were valued at the posted prices 
applicable to those particular gravities. 


—3. The equivalent aggregate value, and average amount per barrel, 
of actual deliveriés of unstabilized crude oil. 


The results of our computations are set forth, by fiscal periods, in the 
summary Which follows: 
, October 6 through . 
-------Year Ended------- December 31, 1953 





Value, per barrel, of. the stabilized 
crude equivalent of actual 
deliveries of unstabilized 
crude (Re er ee RRR 1.9312) $ 1293660 $ 1294585 


Less equivalent value, per barrel, 
of actual deliveries of 
unstabilized crude oilecece 1.87598 1.88618 1.89278 


‘ nisicbneeed Gaeta 0a 


Computed price allowance, per 
barrel, for unstabilized 


GXUde Ollescsiviseseccasencld sOSR6 $ 0502 _ $ 05307 
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In our opinion, the computed values, per barrel, of (1) the stabilized 
- erude equivalent of actual deliveries of unstabilized crude oil, and (2) the 
related equivalent values of actual deliveries of unstabilized oil represent 
reasonable bases for the determinationof a proper price allowance for un- 
stabilized crude oil. 


Attached hereto, and designated as Exhibits A, B, and ©, are summaries 
of our computations which show the bases for the determination of the amouhts~- 
included in the above tabulation. We submit also the following comments 
relating to such computations. 


EXPLANATORY COMMENTSRELATING TO OUR DETERMINATION OF A PROPER 
PRICE ALLOWANCE FOR UNSTABILIZED CRUDE OIL 


Following are comments on the various factors included in our computations 
relating to a reasonable determination of a proper price allowance for un- 
stabilized crude oil: =. 


STABILIZED CRUDE EQUIVALENT OF ACTUAL DELIVERIES OF UNSTABILIZED CRUDE OIL 


As previously indicated, unstabilized crude oil is used only (1) for deliveries 
to Bapco (through the Arabia-Bahraih Pipeline), and (2) in mamfacturing refined 
products. e API gravities of the unstabilized crude oil delivered to Bapco 
and run to stills is observed and recorded by tenths of a-degreee In our 
computations, these actual deliveries were assembled by tenths of degrees API 
gravity, and were used on that graded basis for purposes of determining the 
volume and yalue of the stabilized crude eqiivalent of such deliveries. 


It is ‘our understanding that over a period of years (including the period 
from October 6, 1953 through December 31, 1955) Aramco has made numerous tests 
and has concluded that the following represent reasonable.and proper average 
loss factors for volume and gravity losses occurring in the stabilization 
process: . . : 


1e A volume loss of 1.5 percent. 
2. A gravity loss of six-tenths of one degree API gravity. 


In our discussions and correspondence following receipt of the Government's 
letter 1365/S/21 (dated November 16, 1955), we advised Aramco that we did not 
have expert judgment on such matters as stabilization volume and gravity.loss 
factors. Before undertaking the determination discussed in this report, therefore, 
we made an independent investigation for the purpose of selecting an eminent 
independent engineering firm to assist us in judging the propriety of these 
stabilization loss factors which Aramco had previously determined. As a result 
of that investigation, we engaged the firm of M.. W. Kellogg Company (Kellogg) 
to advise and assist us in this undertaking. 


In accordance with instructions given to us by Kellogg, samples of 
unstabilized and stabilized crude oil were taken under our supervision over a 
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period of five successive days from the feed and outlet of the Abqaiq stabilizing 
plant. These samples were kept under our control and delivered to the Kellogg 
laboratory in the United States. 


, Upon the completion of their laboratory tests, Kellogg advised us that they 
had determined (1) the volume loss on stabilization to be 126 percent (.1 per- 

- cent more than volume loss used in our computations), and (2) the average 
difference in API gravity to be 6) degree (.0) degree more than gravity loss 
used in our computation). Having substantiated Aramco's determinations by 
independent tests, for purposes of our computations we considered it appropriate 
to use the loss factors determined by numerous tests made by Aramco throughout 
the period under consideration. 


The loss factor of 1.5% was applied to the actual deliveries {barrels} 
to determine the volume loss which would have occurred in the stabilization 
processe This computed volume loss (expressed innumber of barrels) was de- 
ducted from the total actual deliveries (barrel) of (1) unstabilized crude oil, 
and (2) unstabilized crude equivalent of refined products, to determihe the 
number of barrels of stabilized crude oil which would have been available for 
sale, as such, upon completion of the stabilization process. ‘The resulting 
number of barrels of stabilized crude oil determined by these computations is 
referred to herein as "stabilized crude equivalent of actual deliveries of 
unstabilized crude oil®, and, more briefly, as "stabilized crude equivalent". 


Following is a summary showing the actual deliveries of unstabilized crude 
oil, by periods, and the stabilized crude equivalent (barrels) which would have 
been obtained from stabilization: ; 


Year Ended December 31, October 6. through 
1955 195) December 31, 1953. 


Number of barrels: 
Unstabilized crude oil 
deliveries to Bapcosssee 63,150,219 67,21), 66), 16,186, 303 
Unstabilized crude equivalent 
of refined products deliver- eu. 
ed to Offtakeressccesees 70 7 6 63,889,216 1 06 8 


Total actual deliveries... 133,895,995 131,103,880 27,250, 287 


Less volume loss - 1.5% of 


actual deliveries (barrels) _2,008,)10 1,966,558 - 08,75. 
Stabilized crude equivalent 


(barrels) ecccccesecs eee la 131,887,555 129,137,558 26,81 253. 7 3 


_ The stabilized crude equivalent was valued at full Ras Tanura posted 
prices. Throughout the period from October 6, 1953 through December 31, 1955, 
the Ras Tanura posted prices applicable to stabilized Arabian crude oil have 
remained at $1.97 per barrel for 36.0 - 36.9 degree AP! gravity; subject to 

——an increase of two cents for each full degree by which actual gravity exceeds 
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36.0, and to a, decrease of two cents for each full degree by which actual | 
gravity is under 36.9. 


In order to value the stabilized crude equivalent at applicable posted 
prices, recognition was given to the loss in gravity which would have occurred ~ 
instabilization. The previously mentioned stabilization gravity loss factor 
of sixtenths of a degree was applied to reduce the recorded gravities of. the 
actual deliveries of unstabilized crude... The application of this loss factor 
in our computations may be illustrated by the following examples of adjustments 
applied to actual 1955 deliveries of unstabilized crude oil: 


a Example No, le---- -----Example No. 2---~-- 
Gravity - Barrels Gravity . Barrels 


Actual deliveries of unstabilized Ss Ee bp 
“crude OLLeecncscecesed eoaese 35.8 12,012,226 35h 912,986 
Less adjustments for unstabilization | 
- volume (1.5% and gravity (.6 
degree LOSSESeccccccsccccce ; 06 
Stabilized crude equivalente.s.oe 3502 





In the first example, after applying the eave” loss factor the stabilized 

onuds equivalent remained within the 35.0 - 35.9 degree gravity range. In our 
tations, therefore, the 11,832,0l3 barrels were valued at the posted price 
°95 per barrel. 


In the second example, the application of the gravity loss factor brought 
the stabilized crude equivalent within the 3.0 - 3.9 degree gravity range. 
Accordingly, the 93005 ,Sh1 barrels were valued at the aie price of Beside 








per barrel. 


The application of the stabilization volume and gravity loss factors resulted 
in the determination. of stabilized crude equivalent values, by gravity ranges, as 
shown inthe following summary: ; 








Ras Tanura Value at Full 
a -Stabilized---------~ ' Posted Posted | 
; Crude Equivalent - * \Ppites  - Prices 
Gravity Ranges | Barrels | ns 
| 
Year Ended December 31, 1955: . 
3500 = 3509 5h,3638 5186 1.95 106 544,463 
300 = 3hed 13,129,168 1.93 83,818,873 
33.0 = 3349 1.91 
32.0 = 32.9 1.89 
TOUEL saw neeaws ne $ 
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Year Ended December 31, 195): | . 

3700 - 3769 sy 8 65 $1.99 $° 2,357,085, 
36.0 - 3609 11,623,093 1.97 22 38975493 
3500 = 3509 16,609,031 1.95 32,387,610 
3he0 - 3he9 98,955,187 1.93 190,30 
3500 = 3309 65,516 1.91 

Totaleseccces cose 

Average amount per Darreleccssssscccssscsccsscsscesevese $ sil 
3720 = 3769 559 shi73 $ 1.99 $ 1,213,351 
36.0 - 36.9 (aapeagee 1.97 14,483, 889 
3500 = 3509 4,884,733 1.95 955255229 
3eO0 = 3409 Lh OhS 1.93 27,107 , O11 - 
Totalescesses 9 OL 

oe per 4 5 ee ee $ 1.9),585 


EQUIVALENT VALUE OF ACTUAL DELIVERIES OF UNSTABILIZED CRUDE OIL 


Aggregate and per barrel amounts designated in this report as “equivalent 
‘value of actual deliveries of unstabilized crude oil" represent amounts which, 
after giving consideration to stabilization costs and losses, are eqiivalent to 
the previously explained stabilized crude equivalent values. ~ 


The computed values, at fuhl Ras Tanura posted prices, of the stabilized 
crude equivalent were used as the basic starting: point for the computation of 
related equivalent values for unstabilized crude oil to Offtakers during the © 
period from October 6, 1953 through December 31, 1955. 


As previously explained,in computing the aggregate and per barrel values 
of stabilized crude equivalent, adjustments were made for volume and gravity 
‘losses which would have occurred in the stabilization process. For purposes of 
computing equivalent aggregate and per barrel values of actual, deliveries of 
unstabilized crude oil, the aggregate stabilized crude equivalent values were 
reduced by the amounts of stabilizing operating costs applicable to the computed 
number of barrels of stabilized crude equivalent. 


Operating costs applicable to the stabilizing plats were dat eettna in 
accordance with Aramco's regularly established accounting procedures and practices. 
As is the case in the determination of costs for all of Aramco's basic operating 
fimctions (such as producing, pipelines, refining, etc.) applicable indirect 
costs, including administrative and general expenses, were allocated to the 
_ stabilizing operations principally on the basis of operating and maintenance 
labor chargeable directly to such operations. 


The average costs per barrel : for stabilizing operations were beiha: on 
tual operating costs incurred and related a (barrels) actually 
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stabilized. The costs -per barrel used in our computations for the period from 
October 6 through December 31, 1953 are based on stabilizing operations for. the 
entire year 1953. Costs per barrel for those operations were also computed on 
the basis of operations for only the last three months of 1953. 
\ 


Phe unit costs for the entire year, which were somewhat lower than the 
costs for the last three months, are considered to be more meaningful and 
have, therefore, been used in this determination. 

Following is a summary showing the costs of meet acne the.stabilizing 


plants, the number of barrels stabilized, and the average cost per barrel, 
by years, for the three years ended December 31, 1955: - 


1955 195) 1953 


Operating BOHR anna cnsemeanenyal SaTaln22 $ 4,679,051 $ 4.853.312 
Barrels stabilized.seccccsoceees 21h,83%590 21S ,619119. 2 20030923 
Average cost per barreles++++oe$ “402669 $ | ___ 02170 $ 202h2h 

The increase in stabilizing operating costs per barrel for 1955 as compared 


with 195) resulted principally from an increase in the costs of operations due to 
extraordinary costs of maintenance and repairs incurred during 1955. 








The lower stabilizing operating costs per barrel for 195 as compared with 
1953 and 1955 were due principally to the smaller amounts of costs incurred 
during 195 for maintenance and repairs. 





The stabilizing operating costs used in determining accent values of ' 
actual deliveries of unstabilized crude oil were computed as follows: 


Stabilized 
Crude Average 
valent — Cost Per 
Barrels) Barrel Amount 
Year ended December 31: . 
LOShecccccvsccescecscees 13198875555 $ .02669  $ 3,520,079 
19 ik ebewsobbeccetveesos 129,137, 322 202170 2,802,280 
Period from October 6 through 
. December 31, 19536ccccece 26,841,533 00242), 650,639 
\ GENERAL » 


For the period from October 6, 1953 through December 31, 1955 the posted 
prices applicable to stabilized crude oil and the base prices for unstabilized 
crude oil (posted prices less five cents per barrel) have been . reduced by a two 
percent allowance for the Offtakers' marketing services. For the year 1955, 
Aramco's billing prices were also reduced by certain volume discount percentages. 
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These marketing allowance and volume discount factors have not been included — 
our computationse 


Such allowances and/or discounts as may be agreed upon between the Govern- 
ment and Aramco would, presumably, be applicable to sales of both stabilized 
and unstabilized crude oil. Accordingly, it is expected that the application 
of such allowances or discounts would not have any materially significant 


effect upon the computed amount of the price allowance, per barrel, for 
unstabilized crude oil. 


Yours truly, 





180 


(Classification) Desp. No 
From____JEDDA 
| . EXHIBIT A 


ARABIAN AMERICAN OIL COMPANY 


SUMMARY OF COMPUTATIONS RELATING TO A REASONABLE DETERMINATION 
OF A PROPER PRICE ALLOWANCE FOR UNSTABILIZED CRUDE OIL SOLD TO 
OFFTAKERS FOR THE YEAR ENDED DECEMBER 31, 1955 


* BARRELS AMOUNT 


VALUE, AT FULL RAS TANURA POSTED PRICES OF THE 
STABILIZED CRUDE EQUIVALENT OF ACTUAL DE. 
LIVERIES OF UNSTABILIZED CRUDE OIL: 
Actual deliveries of unstabilized crude oil 
and unstabilized crude equivalent of re~ 
fined PLOUUCESeccecccccccccccccsocccccesccce 133,895,995 
Less volume loss which would occur in the: . 
stabilization process (1.5% of 133,895,995. coe. 
barrels of unstabi lized” CTUdE Cilecccccecoce 2,008 
Stabilized crude equivalent < valued at full 
Ras Tanura posted prices (see Note): = = 
Aggregate AMOUNE cc vesecccseccccccsesscccscece 1,887 


Average amouht per Darrelecsccecese eoceocece 





EQUIVALENT VAWE OF ACTUAL DELIVERIES OF UN- 
STABILIZED CRUDE_OIL+- 
Actual deliveries of wnstabilized crude oil 
and unstabilized crude: ‘equivalent of re- 
fined PrOdUCtBesccescbsosstes. Cee oceoeoocooce 133,895,995 
Value, at full Ras Tanura posted prices, of 
stabilized crude equivalent (as above) eecees $25), 706,227 
Less stabilizing operating costs appli- 
cable to 131,887,555 barrels of sta~ | thea! 
bilized crude OdLWeccedsccvesccccoccocccs o ; 3,520,079 
Equivalent value of actual deliveries of 
unstabilized crude oil and unstabilized ’ 
crude equivalent of refined products: é ars 
Aggregate » SMOUNE cecevsessscccsaccccccccccec® 1339895.995 


Average amount per DAFrelecccccccccccceccccs 





COMPUTED PRICE ALLOWANCE, PER BARREL, FOR UN~ 
STABILIZED CRUDE OIL: | oo 
Value, per barrel, of stabilized crude equivalent (as above) $ 1.9312) 
Less @quivalent value, per barrel, of unstabilized crude oil ere 


(as EbOVE) seccecccccscccesecscerevsescsocece 





NOTE: As more. exp lained in the accompanying comments, adjustments for 
volume (1 woe and gravity (.6 denies) losses have been made in deter 
stabilized crude equivaler ‘ 
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| \ EXHIBIT B | 


ARABLAN AMERICAN OLL COMPANY 


SUMMARY OF COMPUTATIONS RELATING TO A REASONABLE DETERMINATION 
OF A PROPER PRICE ALLOWANCE FOR UNSTABILIZED CRUDE OIL SQLD TO 
OFFTAKERS FOR THE YEAR ENDED DECEMPER 31, 195) 





BARRELS AMOUNT 


VALUE, AT FULL RAS TANURA POSTED PRICES, OF THE 
STABILIZED CRUDE EQUIVALENT OF ACTUAL DE- 
LIBERIES OF UNSTABILIZED CRUDE OIL: 
Actual deliveries of unstabilized crude oil 
fined ste ACERT EACLE EAT iio hia iki oe 0ere 131,103,880 
Less volume loss which would occur in the , 
stabilization process (1.5% of 131,103,880 a gait 
barrels of unstabilized crude, O11) acvovecece , 1,966,558 
Stabilized crude equivalent « valued at full - 
Ras Tanura posted prices (see Note): Le 
Aggregate AMOUNT es oreesecverdecvececsesescsesee 129,137,322 


Average amount per barrelececsecesecccccssoce 





EQUIVALENT VALUE OF ACTUAL DELIVERIES OF UN- 

STABILIZED CRUDE OIL: 

Actual deliveries of unstabilized crude oil 
and unstabilized crude equivalent of re= 
fined ProductSecevccccccevvecccevcsssecvcsocs 131,103,880 

Value, at full Ras Tanura posted prices, 
of stabilized crude equivalent (as above) ees $250,087, 892 
Less stabilizing operating costs applicable 
to 129,137,322 barrels of stabilized crude. 

OLlecesesevesecessecevevesSSUUESESSTSSb00 = 2,802,280 

Equivalent value of actual deliveries of un- 

stabilized crude oil and unstabilized crude 





equivalent of refined products: 
Aggregate SMT 66 ccebebdbs coe sonscdecescses 131.103 2880 


Average amount per barrelececssceccsecencces 





COMPUTED PRICE ALLOWANCE, PER BARREL, FOR UN- 
STABILIZED CRUDE OIL: 
Value, per barrel, of stabilized crude equi- 
valent (as BDOVE) coccsnccdpencccccoccccccoce $ 1093660 
Less equivalent: value,:per barrel, of unstabilized crude.oil 
(as above coecoeececeseccesccccccccccocccees 
Computed prane ALLOWANCO ees eusvecescevecsseecce 
NOTE: As more. explained in the a comments , , adjustnisteee 
volume (15%) and gravity is a6. oo Losses have been made in dete 
stabilized crude eqt i 
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| EXHIBIT C : 


ARAB, Seal OIL COMPANY 





SUMMARY OF COMPUTATIONS ‘RELATING TO A REASONABLE DETERMINATION 
OF A PROPER PRICE ALLOWANCE FOR UNSTABILIZED CRUDE OIL SOLD TO 
OFFTAKERS FOR THE PERIOD FROM OCTOBER 6, 1953 
THROUGH DECEMBER 31, 1953 





BARRELS AMOUNT 


VALUE, AT FULL RAS TANURAPOSTED PRICES, OF THE 
STABILIZED CRUDE. EQUIVALENT OF ACTUAL DE- 
LIVERIES OF UNSTABILIZED CRUDE OIL: 
Actual deliveries of wnstabilized crwie oil 
and unstabilized crude equivalent of re- , 
fined PLOGUCES ve ccvcccssescvccecccsovencoees 27 52504287 
Less volume loss which would occur in the 
stabilization process (1.5% of 27,250,287 ; 
barrels of unstabi lized crude A ae 408,75), 
Stabilized crude equivalent - valued at full , 
Ras Tanura posted prices (see Note)? 9 4° oF be 
Aggregate AMOUNT oc ccccescescccscccccccccsces 26,8111 .533 


Average amount per DAFelessereeacerecsseres 





EQUIVALENT VALUE OF ACTUAL DELIVERIES OF UN. 
STABILIZED CRUDE OIL: | 
Actual deliveries of unstabilized crude ofl and 
unstabilized crude equivalent of refined — 
PFOGUCES evccevcevcecccesscccecccecccocccooes 275250, 287 
Value, at full Ras Tanura posted prices, of : 
stabilized crude equivalent (as above)eccece | $52,229,510 
Less stabilizing operating costs applicable 
to 26,841,533 barrels of stabilized crude 
Odleccsevaccccccnccvcccccsoesccccccccccce oa 650,6 
Equivalent value of actual deliveries of un- 
stabilized crude oil and unstabilized crude 
equivalent of refined products: 
Aggregate AMOUNb ec ceccccccccecaccccocscccces 27925028 
Average amount per DALrelecccccccvcccccecens eg 
COMPUTED PRICE ALLOWANCE, PER BARREL, FOR UN- 
STABILIZED CRUDE OIL: , 
Value, per barrel, of stabilized crude equivalent (as above) $ 1.94585 
Less equivalent value, per barrel, of unstabilized crude oil ae, 
(as SHOVE) cvosenssadscoccoceccccccccbegccece 


Computed price allowancOsecccacaccessescccscsese 


NOTE: - more full explained in the sa comments, adjustments for. aust 
ume (1.5%) and gravity Us de losses have been made in determining 
oti ilized crude saeSeeaeee . 
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FROM AMEMBASSY , JIDDA 181 
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TO THE DEPARTMENT OF STATE, WASHINGTON. ‘ 
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SUBJECT: ARAMCOmSAUDI ARABIAN GOVERNMENT INCOME TAX PROBLEP = «GK 


| There is enclosed copy of a letter dated November 28, 1956 signed by Muhammad CO 
Surur Sahban, Minister of “inance and National Economy, addressed to Aramco regard= | () 
ing a tax claim against Aramco on profits the Saudi Government claims Aramco made 
in sales of oil at the Sidon terminal of the Tapline. 








Mr. Jemes MacPherson, Petroleum Consultant to the Saudi Arabian Gov 
made this letter available to the Embassy with the request that its source ot ety 
revealede , f 

The letter states briefly that as a result of a request by Tapline that the $$: 
Saudi Government permit it to operate on a profit making asis (Tapline transports - 
oil for Arameo to Sidon theoretically on a non-profit basis), the Saudi Government © 
made an examination of Tapline's financial background and operations and fojind that . () 
Aramco has received profits based on the posted price at Sidon amounting frie 1950 
through December 31, 1955 to an estimated UeS. $169,1170,000. 


The Saudi Government claims that Aramco has failed to pay income tax 
presumed profit and now owes the Saudi Government fifty per cent of the ab é 
amounte ge 


Comment: Gary Owen, Aramco's representative in Jidda for Concessio: {Bi 
Affairs, com commenting on this specific claim stated that Aramco actually did not 
make the additional profit which the Saudi Government claims. He stated that is 
the oil is sold to the offtakers in Sidon not at the Sidon posted price (which w 
reflects the Ras Tanura price plus tmker charges from Ras Tanura to Sidon) but F 
at a price based roughly on the Qaisumah posted price plus the cost of trans~ 
mitting the oil through the pipeline. -Any profit that is made as a result of the 
higher Siden posted price accrues to the offtakers and not to Aramco. Therein 4 
lies perhaps the ey sere of the complaints that the Saudi Government has 
raised during the 





. this 





in such a way as to benefit the owmers rather than Aramco and that, in this way, 
much of the inoomd:‘that! should accrue to Aramco and be subjected.to the Cty 
normal Saudi tax is diverted to Aramco's owners and thus is lost to t at 
Governments Sirice Arameo still holds possession of the oil at the Sid 
| it is possible that the Saudi Government feels that the Sidon posted 


ACTION COPY — DEPARTMENT OF STATE 


. 4 
The action ‘office must return this permanent record copy to DC/R filés with an.endorsement of action taken, 
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to,its owners at below the posted price it 1e in effect knowingly cheating the 
Seuii Government out of a legitinate Incas, 





It is peesiiile that as the Saudi financial position deteriorates, as is 
likely during 1957, the Government's insistence on this and other income tax 
claims will be intensified. 





e d'Affaires, aeiet 


py odes Surur Sabban 
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1720/8/936 , 28th November 1956 
25 alie1376 
Fe A. Davies, 
Chairman of the Board, 
Aramco, 
Dhahrane 


P 
Dear Mre Davies: 


Following the request of Tapline for consideration of a proposal to change 
their operations to a profit making basis, the Directorate of Petroleum and Minera] 
Affairs, through its Consulting Accoufitant, Mre Fe Xe Pryor, CePelle made a cursory 
examination and review of Tapline's financial background and rtions for the 
purpose of acquainting itself with the affairs of Tapline, there being no official 
reports of any nature in the Government's files from this Companye 


This examination and review disclosed information, not previously available 
to the Government, which shows Aramco (for whom Tapline transports crude oil to 
Sidon and there delivers this oil to Aramco "free at side" of vessels at Tapline's 
Marine Terminal), has received profits based on the posted price at Sidone 


The Government estimates these profits at a minimum average of 28 cents a 
barrel, totaling to December 31, 1955 $169,):70,000. 


Aramco has failed, without justification, to disclose this information to 
the Saudi Arab Government; has failed to submit a declaration on the official 
form in respect thereof and has failed to pay the income tax thereon for any period 
since 1950. 


The Government estimates $81,735,000 as the minimum income tax due, subject 
to audit of sales by Aramo at Sidon and subject to costs which may be determined 
as allowable against such sales in accordance with the Income Tax Decrees 


Aramco is fully aware that all of its gross income arising from the sales of 
petroleum locally obtained. by the Company, together with the portion of its gross 
income, which is related to local resources obtained by the Company, through its 
combined transactions inside and outside the country, is subject to tax as pro» 
vided for in article 13 of the Income Tax Regulations issued on 21 Muharam, 1370 
(2nd November 1950). | 






Aramco has failed to include such gross income in its records. The ec 
of Aramco, and the declarations submitted by Aramco, therefore, do not reflect | 
truly the gross income of Aramco. 


- 





C= _ = or of 
CONFIDENTIAL Encl. No.___& 
(Classification) _ Desp. No._181_ 


From PRR 


By reason of the seriousness of Aramco's failure to disclose to the Sete 
that it was making such profits, and also in view of the considerable period of 
time during which the Company has failed to pay the amounts which should have been 
paid to thé Government on the profits made on those operations, and in view of the 
substantial sum due to the Government, an immediate settlement must be made. 


The promptness of settlement will be taken into consideration by the Government 
in formulating a decision both as to imposition of penalties provided by Articles 
15 and 16 of the Income Tax Instructions issued by Ministerial Decision Noe 30 


and as to the enforcement of any or all of the rights to which the Government is 
entitled under its Agreements with Aramco. 


Yours truly, 
/s/ Muhammad Surur Sabban 
MINISTER OF FINANCE & NATIONAL ECONOMY 
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e SENT DEPARTMENT 581, REPEATED INFORMATION DHAHRAN 323. z 
E FROM MEYER IN ABSENCE CHARGE DHAHRAN . 
UOP 1)Embassy recently informed by ARAMCO representative Jidda that 2 
E ARAMCO in near future may agree give SAG approximately $15 
OLLI million as settlement outstanding SAG discount claim against 
DCL ARAMCO (Embassy despatch 180 February 18). Pressure for ; 
settlement this claim strong because SAG precarious forelg g 
OCB exchange position. 
CIA 2)ARAMCO also stated SAG requested from ARAMCO $70 million Loan 


OSD two weeks ago but after discussion reduced request to $20 million 
ARMY cash and $6 million monthly for four months. ARAMCO- offered 
NAVY loan $20 illion cash plus $6 million for one month. * SAG 

AIR turned down offer’ and matter still under discussion. 





00 
3)Middle East manager Banque de Indochine in Jidda rumored also m 
discussing loan to SAG. > 
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Rares Settlement of AMEXCO Income Tax Problem. | 23 


Ww ny *? 

| As explained in the first reference despatch, by letter of Septeaber IS, 
1956, the ‘Saudi Arabian tax authorities in the. Eastern Province infofed the 
American Express Company manager at Dhahran that a tax assessment totalling 
$98, 660.8), was due from AMEXCO, The assessment was based by the tax ‘authorities 
upon several factors: 1) that the company failed to keep accurate.records for 
the period November 1950 - December 1955, and that consequently an arbitrary 
percentage of gross income should appropriately be levied in accordance with 
the tax laws; 2) a fine for failure to keep books in Arabic; 3) stamp fees on 
employees salaries; and 4) commissions on travellers checks. 


On April }, and 5, 1957, Vice President Kelly of AMEXCD's Frankfort office, 
who had been designated by his company to negotiate the problem with Saudi 
officials, discussed the matter with Minister of Finance Surur and Director 
General of Income Tax Jam Joom. At the meeting with Jam Joom it was decided 
to resubmit the matter to the Income and Zakat authorifies in the Eastern 
Province for reconsideration. 


By letter of July 23, 1957, Shaikh Ahmad Jam Joominformed Minister of 
Finance Surur that on the basis of a re-examination of the matter by the 
Eastern Province tax authorities, the following results had been arrived at: 


1) The company's books for the 1950-55 period had been kept 
in good ordere 


2) The company is subject to a fine of 500 Saudi riyals ($1 = 3.75 
riyals at the official rate of exchange) or $133.33 for failing to keep 
records in Arabic. 
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3) Inasmch as the company had not paid the:’2% official stamp fees 
on its employees Sees, * now owed $),,085.76; and, 


; ,) The company"2 subject to a tax and fine with respect to commissions 
collected on travellers checks in the total amount of B2, 2.35. 
2 aA 


@H 


4 3 Se if ? : 4 
According ee Aertater “dssegenent to be levied against~the rican 
Express Company is $6,)63.44, rather than. $98,660.8). This new @psessment Op) 
aie vy = Se oh rie) ‘ 
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was approved by Minister of Finance Surur, andy by letter of August 5, 1957, 
from the Director General of the Income and Zakat Department to the tax 
authorities in the Eastern Province, the latter were instructed to advise 
AMEXCO accordingly. 


cc? 


Amcongen DHAHRAN 


For the Ambassador: 





Robert B, Hough 
~~. cg, ‘Second 1 Seoretary of Enbassy 
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SUBJECT: 





Documents Concerning ARAMCO - Saudi Arabian Government Income flax Issue. 
— > @) 
wm 


There are enclosed seven documents which serve as a progress report on 
the Aramco-Saudi Arabian Government Income Tax negotiations held during June, 
July and August, 1957. A list of the two negotiating teams is attached as wd 
enclosure Noe. le Of the seven documents comprising enclosures 2 through 7, 
five are letters from the Government to Aramco and the other two are an Aramco 

internal memorandum and a letter to the Government. 


At this writing, a period of quiet has settled over the negotiations as 
the Government reappraises its position in the face of the strong stand of 
Aramcoe The company is adamant in its refusal to accept the retroactive 
payment ruling of the Goverrment 4nd “insists on arbitration should the Saudi 
authorities persist in their present demands. 


Aramco has advised the Government to secure outside legal opinions before 
proceeding. The company has supplied a suggested list of firms competent to 
give such counsel. Aramco officials express confidence that any legal opinion 
would sustain the position of the company. 


It is understood the Government has granted an additional delay through 
October to Aramco before the company is considered in default on retroactive 
taxes. and subject to penalties. Aramco officials believe further extensions 
should be forthcoming while its Government prepares a compromise position in 
an effort to avoid arbitration. 


ZSEL\1-Ol1/ZLE*voeRg 


Before summarizing these documents, it should be explained that there 
had been prepared a thirteen point agenda for the negotiations but, in 
actual fact, they centered on two issues: a) Saudi tax claims against Aramco 
on profits Aramco allegedly made on sales of oil at Tapline's Sidon terminal. 
The positions of Aramco and the Government,.on this issue have been described 
in Embassy despatch 181, dated Februa¥yid8,' 1957; and b) the Government's 
demand that Aramco become an "integrated" coampithy' ed to Aramco's plan 
for the establishment of separate trading companies. se issues appear to 
reflect the Government's desire - and Shaikh Tariki, Director Seneral of 












N 


Petroleum and Mineral Affairs, r péint, inthe course of the negotiatio: 
to have a fully io hae company in operation the Goverment not re : 
» or = this point, of course, was not made by Tariki 


its concession with 
| should the Government ever desire to nationalize the company. At any rate, 


i ci 
W. De Toomey/eh CONFIDENTIAL Government has 


REPORTER ; . : 
ACTION COPY — DEPARTMENT OF STATE 


The action office must return this permanent record copy to DC/R files with an endorsement of action taken. 


Udine ete oe 





« 


a 


| Gonromrrat | Encl. No 
(Classification) Desp. No._81___ 





Government has now officially put on record its desire to have one company 

can produce, refine and market its oil and from ‘now on will probably 
pressure Aramco along those lines. In this comection, the Government 
initially refused to accept the participation of the members of the Aramco 
Board of Directors in the negotiations arguing that its business was only 
with the executive officers of Aramco and not with the board of directors. 
It subsequently agreed to the Director's participation provided they did 
not act as spokesmen for the Company. 


The following summary of the attached documents may ‘highlight the 
negotiations: 


1) Letter No. 181 from the Minister of Finance to Aramco Gaiman 
of the Board Fred Davies dated August 6, 1957 = In this , 
Government informs. Aramco that. for tax purposes.a) the total cee from 
crude oil sales will be based on prices published at both Ras Tanura 
and Sidon without deductions or discounts; b) the company's actual 
expenses admitted by legal auditing shall be accepted; and c) refining 
income, if published prices at Ras Tamura do: not exist, shall be computed 
for the years 1956 and 1957 in the same way as followed for the period 
commencing with October 6, 1953 and ending December. 13, 1955 and Aramco 
income tax ‘declarations should be revised accordingly. (Enclosure Noe 2) 





2) Letter Noe 182 from the Minister of Finance to Aramco Board 

Chairman Davies dated August 6, 1957 - In this document the Government 
into Aramco of its liability for taxes on sales of Saudi Arabian oil 

t Sidon "on the basis of the published price," and estimates this tax 
i “the- period ending December 31, 1956 at $103, 173,222. The letter 

- also gives "official notice™that unless. Aranee submits amended income tax 

ec ae one within a period of one month from the date of the letter 
the Government will take preventive action in accordance with the income 
tax regulations. (Enclosure Noe 3) 





3) Letter No. 183. from the Minister of Finance to Aramco Beard 

Chairman Davies. dated ‘ 8p..1957 = In this document, the Goveranent 

informs Aramco. that it does not sever) the establishment of Trading 
Companies by Aramco's stockholders. vernment, in the letter offers 

assistance and encouragement. for Hines adh sngthen its position in the 
World as an integrated Company p erforming all sides of activities in the 
operations of oil industry." (hnslamire hh) 








4) Letter Noe 186 from the Director General of Petroleum and Mineral 
Affairs to Aramco's Jidda represe Aug 
document attaches. pea Noe 202, c 








submit amended income tax. 
Mp ee ax declarations 4 
Arab oil sales. at sisen (Enclosure By: | 

5) Memorandum | 
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5) Memorandum dated August 12, 1957 from Humphrey Nash in Dhahran | 
to Douglas Erskine in Arameo's New York Office - This letter analizés the 
contents of the Directorate General of Zakah and Income Tax's letter 
referred to in} above. (Enclosure 6) — 


6) ea Ho. RS-1121 dated August 18, 1957 from Aves Board 
F, A, Davies to the Minister of Finance, Muhammad Surur al-Sabban. 
In this letter, Aramco advises the Government that unless the latter re- 
vises its position concerning the company.'s liability for taxes on sales 
of Saudi oil at Sidon, the Company has no alternative but to give "advice" 
of arbitration. The company understands, however, that the Government's 
position is not final. (Enclosure 7) 


For the ReSHneeE? 


William D. Toomey 
Second Secretary of Embassy 


Enclosures: a 


No. 1 Aramco and Saudi Arabian Goverment Members. 


Noe 2 Letter Now 181/21/21/2 from waas- of Finance 
to Chairman of Board, August.6, 1957. 


Noe 3 Letter Noe 182/21/21/5 from Minister of Finance 
to Chairman of Board, August 6, 1957. 


Noe ate No. 183/21/2/2 from Minister of Finance 
to Chairman of Board, August 6, 1957. 


Noe 5 letter Noe. 186/21/21/5 from Director fiestiti 
to Representative, Aramco, August 6, 1957, with attachment. 


No.’ 6 Letter of August 12, 1957 from Humphrey Nash to Mr. 
Douglas Erakcine. ' 


Noe 7 Letter RS=1121 dated August 18, 1957 from Fe A. Davies 
to Minister of a 
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ARAMCO MEMBERS: 
F, A, Davies, Chairman of the Board 
R, A. Brougham, Viee-President - Finance 
Garry Owen, Vice President in Charge of Concession Affairs 
Messrs: W. Le Owen, Aramco 
Page, Sbandard Oil of New Jersey 
Siegel, SoconyMobil 
lilley, Texas Company 
Parkhurst, Standard Oil Co. of California 
Le McClaskey, Aramco | 


Jamal Hasesini, Royal Counselor 
Mohammed Surur, Minister of Finance 
Shaikh Abdullah al Hand al Taraigi, Dire Gen. of the Directorate 
General of Petroleum and 
Mineral Affairs 
James MacPherson, Petroleum Consultant - the Saudi Arabian Government 
Samir Shama, Counsel for the Ministry of Finance : | 
Zaid. Yamani, Counsel for the Directorate of Petroleum and Mineral Affairs 
Yusuf Yasin, Royal Counselor 
Francis Prior 


Ibin Adwan 
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RIBrougham, JHMcDonald (NY) MINISTRY OF FINACE & NATIONAL 
CCypher (Jiddah) . ECONOMY 
DIRECTORATE GENERAL OF PETROLEUM 
Original Arabic sent to WLO & MINERAL AFFAIRS 
No. 181/21/21/2 
CLARK CYPHER 10 Muharram 1377 


6 August 1957 
- Mr. F. A. Davies, President 
Board of Directors, 
Arabian American Oi1 Co. 
Dhahran, Saudi Arabia 


Dear Sir: 


After the discussions conducted between you and the concerned committee, 
the Government has studied the subject of the deductions and discounts, and 
the expenses in connection with computing the income tax and ‘has taken the 
following decisions: - 


CONCERNING THE DEDUCTIONS AND » piscounts 


The Government's decision is that the total income of crude oil sales 
should be considered on the basis of the price published at each of Ras 
-Tanura and Sidon, without deductions or discounts of any kind from the price 
published. 


3 


EXPENSES 


All actual expenses asain by the legal auditing as normal and essential 
shall be accepted. ; 


PRODUCTS 


The refining income, if published prices at Ras Tanura do not exist, 
shall be computed for the years 1956 and 1957 in the same way as followed 
for the period commencing with October 6, 1953 and ending on December 13, 
1955, and therefore Aramco is required to revise income tax declarations for 
the year 1956 and the payments for that year, as well as the payments of 
estimated tax for the year 1957 in conformity with this decision. 


The — expects that Aramco will from now F vc to commence 
taking necessary steps for paresating prices that oa “eeeiead competitive for ~ 


all products produced at Ras Tanura, and when such prices are published, the 
total income for refining’ shall be on the basis of such prices. When Aramco 


publishes its prices and begins taking steps to render the Company fully | 
efficient, we assure Aramco of the Government's cooperation in executing the _ 
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above-mentioned policy, and of its cooperation in all other matters necessary 


for the stabilization and improvement of Aramco's position in the world 
markets. 


With kind regards, 


Mohammed Surur Al-Sabban 


MINISTER OF FINANCE & NATIONAL ECONOMY 
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Original Arabic sent to WLO ® 


Noe 182/21/21/5 


10 Muharram 1377 
6 August 1957 


CLARK CYPHER 


Mr. F. A. Davies 

Chairman of the Board of Directors 
Arabian American Oil Company 
Dhahran, Saudi Arabia 


Dear Sir: 


I am in receipt of your letter dated 1 Dhu al-Hijjah 1376 (29 June 1957), 
wherein you repeat the allegation mentioned in your letter dated 25 Jumada ‘II 
1376 (26 January 1957) to the effect that ARAMCO is not responsible for payment 
of income tax on the Saudi Arab oil sales at Sidon on the basis of the published 
price. 


The Government Committee concerned has carefully studied all the arguements 
mentioned by Aramco in its above-referenced letters, and those arguements made 
by the Committee in the course of the recent meetings. 


The Conmittee has decided that the arguements rendered by Aramco do not 
support non-responsibility of the Company Sor the income taxes on the basis 
of the price published at Sidon. The Government has concurred with the Committee 
on this decision. 


The Government has, at present, estimated the income tax for all the 
eriods ending with 31 December 1956, on Aramco's crude oil sales at Sidon, at 
103,173,222 = subject to auditing procedure - over what Aramco has paid of 

income tax for these periods on the said sales. 


This letter is an official notice, whereby you are requested to submit 
amended income tax declarations to the Departments concerned, based on the 
prices published at Sidon-for the periods ending with the close of 1956, and 
to pay the income tax resulting from this éomputation within a period of one 
month of receipt of this letter. Should Aramco fail to carry out this within 
the fixed time, the Government shall take immediate steps in accordance with 
the income tax Regulations. This would include imposing fines and penalties. 


With kind regards, 
(Sgde) MOHAMMAD SURUR AL SABBAN 


MINISTER OF FINANCE & NATIONAL ECONOMY 


| cowrmmenrtar, —__| 
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« 6 August 1957 


Mr. Fe A. Davies 

Chairman of the Board of Directors 
Arabian American O0i1 Company 
Dhahran, Saudi Arabia 


Dear Sir: 


The Government. has studied your letters dated 20 Ramadhan 1375 (30 April 
1956), and 25 Ramadhan 1376 (25 April 1957), wherein you requested the Government 
to approve of the establishment of Trade - Companies by Aramco's stockholders. 
The Government has also, most carefully and interestedly, studied what you have 
submitted in support of this, the memorandums submitted by you, and what was 
submitted by the representatives of the stockholders in the course of the recent 


meetings between you and the concerned Government Committee, with which you have 
discussed this matter. 


The Government has, in its studies, taken into account its benefits, rights, 
and desire to assist Aramco, by all possible means to strengthen its. position as 
an integrated company, and to stabilize its position in the International markets. 
The Government has, after these studies, decided that it is not in the interest 
of the Government to accept the idea of ‘establishing trade companies, as well as 
this is not in the interest of Aramcoy being an integrated oil company of legal 
independent personality. The Government wonders, due to the agreements concluded 
between Aramco and the Government, at the fact that ARAMCO accepts and suggests 
that its stockholders establish trade companies in Saudi Arabia. 


Therefore the Government feels that ARAMCO should carry out its operations 
in accordance with the provisions of the Concession Agreement, and the agreements 
supplemented thereto. Aramco shall find from the Government all assistance and 
encouragement in all matters that would facilitate its operations, increase its 
production and sale of oil, and strengthen its position in the World as an 


integrated Company performing all sides of activities in the operations of oil 
industry. , 


a 


With kind regards, 


(Sgde) MOHAMMAD SURUR AL SABBAN 


| MINISTER OF FINANCE & NATIONAL ECONOMY 
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Representative 
Arabian American Oi1 Co. 
Jidda, Saudi Arabia 


Dear Sir: 
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KINGDOM OF SAUDI ARABIA 
MINISTRY OF FINANCE & NATIONAL ECONOMY 
DIRECTORATE GENERAL OF PETROLEUM 
& GENERAL AFFAIRS 


Noe 186/21/21/5 


10 Muharram 1377 
6 August 1957 


I am sending you herewith letter Noe 202/1 dated 10 Muharram 1377 
(6 August 1957), addressed to you by the Director General of the Department 
of Zakah & Income Tax regarding the income tax on the profits gained from 
the Saudi Arab oil sales at Sidon. Please act accordingly. 


With kind regards, 


DIRECTOR GENERAL 


(Sgd.) BAD ALLAH AL HAMUD AL TARIKI 


cc: FADavies, GOwen, WLOwen, HNash (Dhahran) 
RIBrougham, JHMcDonald (New York) 


CCypher (Jiddah) 


Original copy of Arabic sent to WLOwen 


CLARK CYPHER 
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| KINGDOM OF SAUDI ARABIA : 
MINISTRY OF FINANCE & NATIONAL ECONOMY 
DEPT OF ZAKAH AND INCOME TAX 
DIRECTORATE GENERAL 


Noe 202/1 


_ 10 Muharram 1377 
Representative 6 August 1957 
Arabian: Ameriéan Oi1 Company . 
Jiddah, Saudi Arabia 


Dear Sir: 


We have found out that the Arabian American Oil Company has failed to 
include all the general revenues and profits gained from the Saudi Arab oil 
sales at Sidon, in its income tax declarations for the years 1950 through 
1956 on the basis of the published pricee It has also failed to pay the 
income tax on such profit for any of these periods up to and including 1956, 
on the dates specified in Articles 15 and 16 of the Income Tax Regulation 

Noe 17/2/28/33216 


We have, at present, estimated the income tax for these periods ending 
with 31 December 1956, on Aramco's crude oil sales at Sidon, at $103,173, 222 
over the income tax paid by ARAMCO for these periods on the said sales. 
Naturally, thts amount is subject to amendment after making accurate auditing. 


Therefore, we request you to submit to us amended income tax declarations 
for all the periods from 1950 through 31 December 1958; based on all Aramco's 
sales of the Saudi Arab oil at Sidon for these periods, and to pay the income 
tax resulting from this computation within a month of receipt of this notice. 


Should Aramco fail to carry out the above within the fixed time, we will 
take the steps provided for in Articles 15 and 16 of income Tax Regulation 
Noe 17/2/28/3321, and those steps of which we are entitled per chapter VI of 
the Income Tax Instructions issued per Ministerial Decision Noe 230. 


With kind regards, 


FOR THE DIRECTOR GENERAL OF THE DEPT. 
OF ZAKAH & INCOME TAX. 


(Sgde) ABD AL-JALEEL ABD AL-JAWWAD 
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12 August 1957 





SAG COMPANY AND PETROLEUM PRODUCERS? 
INOOME TAXES - SIDON SALES DEFICIENCY 
‘ ASSESSMENT 





A0-80 3 


MR. DOUGLAS ERSKINE 
New York 


Enclosed you will find a copy of Mr. Davies' PC-71,91 of 8 August 1957 to 
Messrse McDonald/Braugham synopsisizing DZIT letter No. 22/1 (erroneously 
cited in PC-7)91 as "DZIT letter 201") of 6 August 1957, of which a "Jiddah 
Draft" translation is attached. Accompanying this is a translation of Petmin 
letter Noe 186/21/21/5, also dated 6 August 1957, which covered the presenta- 
tion of letter 22 to our Jiddah representative. 


In giving Mr. Davies my preliminary appraisal of the significance of DZIT 
letter 202 I have said: - 


(1) That I thought letter 22 represented an attempt by SAG to set in 
motion the machinery of legal formalities looking forward to enforcement of 
their tax claims - the ultimate threat being to invoke the so-called "Law of 
Collection" to accomplish satisfaction of the assessment; 


(2) That Minfin's letter No. 182/21/21/5 of 6 August 1957 was probably 
designed to notify ARAMCO that the statutory processes described at Sub-section 
(f), Article 18, of Re D. 3321 (involving a "Special committee of three men of 
efficiency and experience", the delegation of employees of the taxpayer-company 
to represent it and hearings on the subject) had been complied with; and that - 
the committee thus constituted had imposed additional taxes on ARAMCO with the 
subsequent approval of the Minister of Finance both as to determination of the 
liability and the anount involved as required by Subsection (g) of Article 18; and 


(3) That the feature, introduced both in Minfin letter 182 and DZIT letter 
22, of the one month period of grace allowed for payment before penalties: would 
be imposed might represent an intembdi@fisl administrative opening (perhaps conceived 
as serving the same function as the D-day letter faniliar to UeS tax practice) 
and might thus be an invitation for ARAMCO to some forward with suggestions for 
establishing channels of appeal to some forum for settlement of the issue. My 
thought here is that the seeds which both Mr. W. I. Owen and myself planted with 
such people as Samir Shamma and Zaki Yamani may have grown to the point where we 
are being given an opportunity to enter something like the "Protest" which is the 
taxpayer's initial paper step toward getting U.S. tax disputes into the legal mill 
and on their way to adjudication. While it may well be that the "one month" 


| _ 
: . means nothing a 
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means nothing more than that SAG is willing to give us so much time margin 
within which to raise the necessary funds, I feel that it more probably ref: 
the inclination of such people as Yemani and Shamma to get started on talks 
about ways and means. of putting our. controversies before a tribunal - wheth« 
a fulledress Arbitration or some intermediate solution. 


It would be my own recommendation that we explore this possibility 

the next. month before. plunging ahead with a. request for our rights to 
Arbitration. under Ieticle 31. of the Concession.. I am somewhat apprehensive 

that an abrupt demand on our part for resort.to Arbitration may be parried by 
the Saudis. adopting the position that. Arbitishtion is available only in 
connection with issues. arising under the 1933 Cancession contract and that 
tax disputes arising under the 30 December 1950 agreement and R. D, 3321 

are not among the types. of difference for the settlement. of which Aramco has 

a right to invoke Arbitration. (Mr. Garry. Owen. says. that Yusuf Yasin advanced 
a similar theory at. one. point. during the 1952 negotiations; and Shamma's remarks 
during. the recent Jiddah meetings. that.Aramo is. subject.to "any" income tax 
SAG sees. fit to promlgate mst. be based on analogous premises). If SAG 

should ever feel itself .prompted to take some such.extreme line in asserveration 
of its "sovereign discretion" in the tax.area,. the Cempany would not only find 
itself at a dead end as far as. appeal of the proposed $103,000,000 tax assessmeni 
was concerned. but would also establish an. exceedingly peor precedent for 
handling of the mumerous..other. issues.that.are bound.to occur in the future. 

I would. personally. much prefer to. avoid proveking.such a "tax sovereignty” 
retort from SAG's top echelon as long as there is any chance that an agreement 
might.be reached at the lewer levels of, say, Shamma.and/or Yamani so that 
the present. matter. can by .miiual consent be arranged to go to a qualified 
courte In view.of the importance of jockeying SAG into. a mood where they will 
accept. the independent. judgment.of a third party rather than attempt to lift 
themselves. toward their revemse. objectives. by their. om boots » I think 
it would. be wise to find. out how the thinking of such. people as and 
Yamani is leaning before we shoot our last bolt by requesting Arbitration. 


Incidentally, I note that the last paragraph of. DZIT letter Noe 202 
refers to the 25% "delay" penalty prescribed by Article 15 of Re Ds 3321 and 
‘alsa incorporates. by indirection the 25% "discovery" penalty set forth at 
Article 18 (d) of R. D. 3321, Although this "discovery" penalty is not 
directly cited, the mention of. Chapter. VI of M..D.s 340 c implies the 
potentialities of bringing this.extra 25% penalty. into play. fact that 
the "steps. of which we. are entitled, per Chanter VI" is mentioned conjunctively 
with the citation of Article 15 of *. D, 3321 leads.me to infer that the Saudis 
view the two penalties as.cumiative. If this is so, the conclusion seems 
inescapable that SAG is wielding a penalty threat of 50% of the $103,000,090 
involved. ' 
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Incidentally, if we are heading down the road toward Arbitration on this 
tax question is it too early to be considering whom we should nominate as our 
arbitrator? Would it be Pete Turney? Norris Darrell? or some other prominent 


member of the tax bar? Or some leading law school professor such as Warren of 
Columbia? 


Original Signed by 
HUMPHREY NASH 


PREY Waser — 
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18 August 1957 


RS=1121 


HIS EXCELLENCY 
Shaikh Muhammad Surur al-Sabban 
Jiddah,” Saudi Arabia 


Your Excellency: 


As stated in our conversation yesterday, the any is confident 
in the position it. has. taken in its. letters. to Your llency of 26 
January and. 29 June.1957 in connection with the matter covered in Your 
's letter IeeeS of 6. August. 1957 and the letter number 
202/1 of. the. Director. of Zakat..and Income Tax of 6 August 1957. 
Unless those letters_are.modified,. the. Company.has no alternative but to 
give advice of arbitration. before the expiration of the thirty dayperiod 
mentioned in those letters for the imposition of. fines and penalties. 


However, it is my underatanding. that the Government's position, as 
stated in those letters,.is not necessarily final and that the Government 
may wish to. study in the subject further. If this. is.so, will you kindly 
confirm to the. Company. that. the. thirty..day. period mentioned in those 
letters. is extended. until further advice is. received from youe Upon 
receipt of such. confirmation within the aforesaid thirty dayperiod, the 
Company will be pleased.to postpone the initiation of arbitration proceedings. 


With kindest regards, 


Sincerely, 
o/s F. A, Davies 
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SUBJECT: ARAMCO = Saudi Arabian Government Income Tax Issue. 


| There are attached. as enclosures translations of a letter from the 
Minister of Finance, Muhamed Surur, to Mr. F. A. Davies, Chairman of the 
Board of Aramco, dated October 30, 1957 and.a letter of reply from the 
company signed by the President, Mr. Re L. Keyes, dated November 2, 1957. 


These letters conclude an unsuccessful phase in Aramco-Saudi Arabian 
negotiations. The Government. has evidently decided to forege any further 
discussions and has stated.through. the Finance Minister that the disputed 
tax. payments. on oi] sales. made at Sidon mmst be made by November 3, 1957. 
After this date the company will be considered delinquent and subject to 
penalties. 


In its letter of reply dated November 2, Aramco requests arbitration 
in accordance with the provisions of the Concession Agreement. 


The stout decision of the Government has.come.as a surprise to local 
Aramco officials who anticipated additional extensions on a monthly basis 
while conversations continued. 


_ In late October, it was evident. Aramco. executives were certain of 
further delays.in a Govermment decision. Apropes. of this, there are 
attached copies of a memorandum of conversation between executives of 
Aramco. and Jamal. Bey. Husseini held.in. Beirut, Lebanon on erage 1957 
and pertinent extracts from two conversations.between Mr. T. 0. ger, 
Vice. President of.Arameo, and Jamal. Bey ae Royal Counselor, and 
Mohaned Surur, Minister of Finance, 


it, the Mesnae. aagizton, to tale. tim gagae into axbiteation ms 





we eemetitiee Pee oa Mr. Robert b ves the Government. mst 
have received favorable legal advice for is anxious to have a clear-cut 
decision which will. establish guide lines for future negotiations, between 
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the company and the Government. 


For the Ambassador: 
oF en TS, ary 


William D. Toomey 
Second Secretary of Embassy 


Enclosures: yt’ 


1. Letter. dated October 30,1957 from 
Muhammed. Surur to Mr. F, A, Davies. 


fe Letter dated November 2, 1957 from 
Mr, R, L, Keyes to Muhanmed Surur. 

3+ Memorandim of Conversation dated 
October 19,1957 between Aramco _ 
executives and Jamal Bey’ eini. 


he Extract = 
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DRAFT TRANSLATION a Private Office 


7 Rabi! II 1377 
30 October 1957 








My dear Mr. F. A. Davies: 


_ Reference_is,made.to your letter dated.25 Jumada.II 1376, corresponding 
mu plait. (Note: Should be. ee viewpoint of 


mace of the. she ore announced. : Oil.at.Sidon, that requirement 

ee Ee a letter Wo. 1720/8/93. of 25 Rabi! II 1376, 

ding =o 1956, and confirmed in. our letter No. 182/21/21/5 
ré a, Sammmugeges *0_S SUNK INET aie Ut tax restlting 

trom Mei Seettation ane tas to be paid within one month from the date 

10 Muharram 1377 - (6 August 1957). 









“We wish. to.inform.you. that. the Government. had extended the period for 
payment. for a second and.a. third month, in compliance with your wishes to 
review. the.matter;.and the. Government has ascertained of the correctness of 
its. previous. position in advising you that.the..Company..should pay the income 
tax. on the. basis of computing the sale of the Saudi. Arab oil at Sidon at the 
announced pricée 


As the. period for. payment. expires,. wince. the. tant. wxteunten, on 10 Rabi! 
II. 1377 = 2 November..1957.- the Government advises you.of this fact that you 


may make the neosssary arrengenent towrds poe apenas last notification 
by payment ofthe. taxs. and. ite letter. No. 182/21/21/5. of 10 Muharram 1377, 
6 August 1957 - is. censidered. as. standing. And.since.the given period, after 


the extensions. expires.as.of. the 3rd November 1957 (Note: No Arabic date 
given) we request. the. Company to comply with this requirement. 





We present our greetings. 


/s/ Muhammed Surur 


MINISTER OF FINANCE & 
NATIONAL ECONOMY 
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ARABIAN AMERICAN OIL COMPANY 
A Corporation 
DHAHRAN 


SAUDI ARABIA 


2 November 1957 


HIS EXCELLENCY 

Shaikh Muhammad Surur al-Sabban 
Minister of Finance and National Economy 
Jiddah, Saudi Arabia 


Your Excellency: 


The Arabian American Oi] Company. has. carefully considered Your 
Excellency's lettera.Nos l)j1h/1 dated 30. October. 1957 (7 Rabi' II 1377) 
and No. 182/31/21/3.dated..6. August.1957. (10. 1377), letter Noe 
196/21/21/3 ag re cp re (10. Muharram.1377) from the Director | 
General of. the. Office of.Petroleum.and.Mineral Affairs, and letter No. 
202/1 dated 6 August:1957 Soci orang from the Department of 
Zakat..and Income..Tax,.. ee ag the. Company's. letter of 29 June 1957 
(1 Din. alelijjah.1376), Your. Excellency's. letter Nos 638/8/93 dated 11 
June. 1957. SCTE. ped the. Company's letter of 26. Jamary 
1957 (25 Jumada IT’ 1376), and Your Excellency's letter No. 1720/8/93 
of 28 November 1956 (25 faut II 1376). 


This. correspondence. established that a.doubt, difference or dispute 
has. arisen between. ‘the. Government..and. the. Company concerning the interpre- 
tation. and.exacution of. the. Agreement. of 29. ao 1933 and of agreements 
made..in. connection. therewith.and concerning. the rights and liabilities of 
the Government..and_the..Company..thereunder. The Goverment and 
having. failed to.agree to. settle such. doubt, difference or dispute in any 
other way, the Company, purauant. to Article 31 of the Agreement of 29 May 
1933, requests the. Government.to. nominate its arbitrator for the arbitration 
of this. doubt,. difference or dispute. 


The Company hereby nominates Doctor Saba Habachy as its arbitrator. 


Very truly yours, 
ARABIAN AMERICAN OIL COMPANY 


By  (R, Le Keyes) | 


1 
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Beirut, Lebanon 
October 19, 1957 | 


. NOBLE.CATTAN-OWEN MEETING WITH 
CONFIDENTIAL JAMAL BEY HUSSEINI 


Mr. Cattan, Mr. W. L, Owen and I. called on Jamal Bey Husseini in his suite 
at the Riviera Hotel in Beirut at 8:15 A.M., 19 October, 1957, and remained 
approximately one hour and ten mimutes. The discussion was in the English 
language throughoute 


Mre Cattan led off by stating that. several problems had arisen in connection 

with SAG's participation. in transportation profits. On the one hand, Mr. Cattan 
reminded His Excellency that. there was a claim by SAG against Aramco under > _ 
Letter 1720, and.on the other hand, he stated that negotiations were now proceeding 
with the Western Governments wherein such Governments were also claiming a 

share in transportation profits. Mr. Cattan contimed that the pipeline is an 
enterprise. in which. both PSAG and Aramco have a commén. interest -- in that it 
assures and.increases the exportation of oil from Saudi Arabia; and that it is 
Tapline's belief that its Tariff-Tax proposal, which. has. already been submitted 
to SAG, provides a satisfactory solution to the above problems that have arisen 
in connection with transportation of oil. 


Mr. Hable reviewed the Tariff-Tax Plan, stating its main principles and 
operating features. He stated that there was only one profit available arising 
from transportation,.whether it. is considered to be. in. Aramco or Tapline. Mr. 


claim.more. than its right. He expressed his.: that he thought 
that. this. offer. would give SAG only 25%, instead. of 50%. of the transportation 
etek He did not. make clear, and we were unable. to ascertain, the origin of 
this. misunderstanding. Mr. Noble at length that the Tariff/Tax 
Plan would give Saudi Arabiaa ful) 50% of the profits arising from ‘transporta- 
tion of oily. based on proportionate length of the. line in Saudi Arabia. 


Jamal. Bey emphasized what he thought was the principal difficulty in the 
mind of SAG's finance. advisors, He stated this difficulty to be the belief 
that SAG is entitled to. share Aramco's profits until it sells its oil. He 
said that. Aramco. has.admitted that it ows. the oil.to Sidon, and it is only 


Mr. Noble stated that the. legal question posed by by Jamal Bey's suggestion that 
—fapline might acquire ownership. of-the oil at Qaisumah would be studied, but — 
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that this should not delay implementation of. the Tariff-Tax Plan in Saudi 
Arabia on the basis. of the present.state of.facts, since ‘perfecting arrangements 
could be made at. any time in the future for sale of the oil at Qisumah if this 
were determined to be legally feasible. 


Mr. Noble mentioned.that there did not seem to be any difference on basic 
principles, but. that the whole. thing.was.confined toa. technical problem of 
transfer. of title.of Aramco's. oil. Mre Owen added.that.the thing that impressed 
him most.was. that. there. did not. really. seem to. be. any..conflict in what the 
Government. wanted,. and what. Aramco. and Tapline were.willing to give, for the 
future;..and that. it.just. seemed.to.be a matter of. getting.together and working 
out. the..detaila... cn an ene ba tat ee te is 
legally entitled, Jamal Bey repeated the. statements.that he had made in the 
Aramco discussions.in June:. Namely, that the Government's claim for a share 
in the transit revemes,. by transit fee or otherwise, is. limited to the period 
subsequent.to. the.actual date of pay-out. of the.pipeline.. Mr. Owen and Mr. 
Cattan. pointed out that SAG has no claim against. either Tapline oF ATES for 
any period. prior. to the. dateof. pay-out and. that.an. nt with SAG w 
the pay-out. date as. the. effective date of the 1, Plan in Saudi hie 
should dispose of all claims for the past as well as the future. Jamal Bey 
appeared to agree with this. 


Mr. Cattan stated that we have to consider the present situation from a 
_ d viewpoint. The ag eae of such consideration is a recognition that 

is. making a claim against Aramco based on the Sidon price; that this glain 
re disputed and could possibly go to. arbitration; that, supposing that SA 
would.lose an arbitration.on this issue, SAG's position would be very bad; 
that it would have no claim.against. Aramco because. it had lost the arbitration, 
and it would have no claim against Tapline because.the 15 year period has not 
expired. He urged that it seemed far more reasonable. to accept Tapline's 
offer now, which gives SAG substantial. participation in the transportation 
profits well in advance of the time. she is entitled to participate in such 
profits. 


In reply, Jamal Bey observed.that the 15 years exemption was based on 
pay-out of the pipeline, and since.the. line has been paid out, SAG has a good 
claigs against. Tapline for its transit fees. Mr. Noble suggestedto Jamal 
Ey, See mere heehee mee o- be_ fey in dae ne the pay-out date 
of. the. pipeline, and. then. that a share of the transportation 
pee that. date. would. be made. eee to.SAG.. He commented that this 

would.dispose.of. the. claim against. Aramco,. and. would also provide a basis for 
operation in the future. 





Mr. Noble. asked. what course Jamal Bey would recommend in reaching a 
solution.of this matter,  Jamal.Bey stated.that.SAG has been expecting Tapline, 
since. the close.of. the July SAG-Aramco..discussions,.to.come forward and make 
an. offer. Mr. Noble. out. that. Tapline had already had discussions 
with the Minister of Finance on the Tariff-Tax.Plan with no definite results. 

| Jamal. said.that if discussions. were to proceed between Tapline and the 
| Minister of Finance or the Office of the Petroleum and:Minerel “ffeire, it 
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| was. be paged epg concrete results..would. -be. realized. - ie mmgeenigcins’ 
an early meeting. set up. on a high & ernment. level, in and others 
might act. as mediators in at ng. to. resolve this entire problem between 
Aramco and Tapline on the one hand and 8AG's finance people. 


Jamal Bey stated that he would report our discussion to the King this 
morning. , 


John Noble 


P.S. As a result of. the foregoing..discussion, consideration is be given 
tos eek? Aan 20 the SERRE: of FSS REY Ree onomy 
suggesting discussions. 
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MEMORANDUM OF MR, T. QO» BARGER, VICE~PRESIDENT, 
ARAMCO Meeting with Jamal be 
EXTRACTS 27 October 1957 


I asked Jamal Bey if he would mind telling me, as one who had not be 
involved in the negotiations but who had read all of the files, the essen! 
reasons why the Saudi Government had not approved the institution of tradi) 
companies. He said there were primarily two reasons. The first was tha 
they felt the Trading Company proposal was confused; that the reasons fo 
the need for trading cémpatiies had changed from time to time and therefor: 
they did not really know exactly why the trading companies were necessary 
They had been given by one of the people engaged in the negotiations varyis 
figures as to percentage of increase that particular offtaker would expect 
if trading companies were inssituted. Since it seemed to the Government tha 
the trading company story was. confused in the minds of. the people proposing 
it, they had not been convinced of the necessity of approving ite The 
Government, people had asked about. how mich production. could be expected t 
increase and were told that it would be about 7% a year. They had then aske 

how much it would increase if Aramco had trading companies and were told i' 
would probably not increase any more than that. amount. If this were the 
fact, then they could see no sense in going to all the trouble and making 
the complicated arrangements necessary for trading companies. Secondly, 
they felt that at the end of the Concession it was better to have Aramco i: 
deal with than trading companies "which might be doing business elsewhere" 
and had no particular interest in Saudi Arabia, whereas if they had Aramco 
to deal with "people like you and others forming the fabric of an organizati 
the enterprise would keep right on going as it had always done. Jamal said 
a great deal of time had been spent in the discussion of trading companies. 
“in fact, with trading companies you have wasted the best hours of my day 
which are the two hours from ten o'clock Arabic to sundown when a man shou! 
be able to walk or drive about freely and enjoy himself". I took it from 
this that he had been discussing trading companies with His Majesty earli: 
in the afternoon. 





oe 


During the course of discussions sketched out above it was apparent tha! 
Jamal Bey understands. how trading companies operate and he mentioned the 
example of the 10% shareowner who lifted more than his share of oil. As I 
was trying to find out what the road-blocks are in the way of trading compani«e 
rather than make an appeal at the momént, I avoided any detailed argument. 
However, it did. seem to.me. that the Sandi Government regards trading companies 
as something which is being feisted upon Aramco by its owners. In an endeavo; 
to counteract this impression, I told Jamal.that, speaking purely from an 
Aramco standpoint and irrespective of the interests. of the owners, I would 
be very glad.to see trading. companies instituted, as each offtaker would then 
be much more independent of the. others. We look forward to increasingly 
severe competition for markets, and we fear that. if trading companies are 
not. brought. into. being,. Aramco. production will be tied ta the slowest offtake: 
inasmich as the other offtakers would not have much incentive to take oil 
beyond. a proportion relative to their ownership.in Aramco. Jamal indicated 
that he agreed some method should be found to permit. offtakers to benefit 
more/oil which they take beyond their proportionate shareholding in Aramcoe 





ag 
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‘He did not give any impression, however, that he was’ setae do anything 
personally about the trading companies. 


He gave me a long dissertation of the Sidon price issue which did not 
add anything to discussions.which he. had already had .in Beirut with Messrs. 
Noble, W. Le Owen.and Cattan.. The. burden of his talk was that the ownership 
of the oil was the. thing that.counted. Had ownership — at Qaustimah, 
there would have been no probleme . 


| 
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Dhahran 
BARGER, VICE-PRESIDENT, 27 October 1957 
ARAMCO. 


I_ reminded Shaikh Muhammad that. the period of grace on the. Sidon tax 

claim would.expire.shortly.and we would require another letter. He said 
. InshaaTla,..on. receipt of Mr. Davies' memorandum on his three 

questions on the Trading » (which.I had. told him would be delivered 
to him in. Jiddah.on Saturday) he will. not need.to. give us another letter, 
as the matter might be resolved. I told him I doubted Mr. Davies' memorandum 
would. have. anything to do.with the Sidon claim. He said, it might not, but 
on the other. hand it might have. something to. do. with it through the back 
door. I asked that if he did give us another letter he specify some fixed 
date rather than. extending the period of no penalty by "one month" as it 
was not clear. whether. we should regard the one month as an English or 
Arabic month. He agreed the specification of a definite date would be 
better. 
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supsect: Transmitting Amendment to Sandi Arabian Income Tax Law 


a The Embassy transmits, in response to the query expressed in the ref 
instruction, two copies of the Arabic text of the Saudi Arabian Income Tax Law 
as amended effective August 8, 1956. 





The Embassy regrets that a current shortage of competent Sarita has 
made it becsaninas for an English translation of the Enclosures to be attached. 
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In the review of this file this item was removed because access to it is 
restricted. Restrictions on records in the National Archives are stated 
in general and specific record group restriction statements which are 


available for examination. The item identified above has been withdrawn 


because it, contains: 
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